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INTRODUCTION

The Legislative Research Commission, authorized by

Article 6B of Chapter 120 of the North Carolina General

Statutes (G.S.), is a general-purpose legislative study

group. (Appendix A contains a list of the membership of

the Legislative Research Commission.)

Among the Commission's duties is to make or cause to

be made, upon the direction of the Cochairmen of the Com-

mission,

"such studies of and investigations into govern-
mental agencies and institutions and matters of
public policy as will aid the General Assembly
in performing its duties in the most efficient
and effective manner." /G.S. 120-50.17(1)7

The 1981 General Assembly authorized, in Resolution 61

(House Joint Resolution 1292), the Legislative Research Com-

mission to study the "/37evelopment of a policy on State

office building construction" pursuant to House Joint

Resolution 1090, and to "/c7ontinue the study of the

design, construction and inspection of public facilities"

pursuant to Senate Joint Resolution 143. The Commission

directed the Committee on State Office Building Construction

Policy/Public Facility Design, Construction and Inspection

to study both of these topics. (Appendix B contains a list

of the Committee's membership.) This report covers the

Committee's treatment of one of these two topics: State

office building construction policy.

The General Assembly authorized the study of State

office building construction policy because: 1) State

agencies lease a great amount of office space throughout

North Carolina; 2) the State has not developed a policy

for the construction of State office buildings; and 3)

guidelines have not been established for determining when

it would be more cost effective to rent office space rather

than construct new buildings. (See House Joint Resolution

1090 in Appendix C.)





S'OMMAEY OP COMMITTEE

PROCEEDINGS REGARDING OFFICE BUILDING

CONSTRUCTION POLICY

The Conmiittee met three times to discuss the issues

involved in leasing-versus-construction of State office

space (January 8, 1982; March 25, 1982; and May 4, 198?;

more details on the Committee proceedings can he found in

the minutes, which are on file. in the Legislative Library.).

The Committee worked to develop criteria and guidelines for

determining whether, in a given situation, the State should

rent or build additional office space when and if the need

arises. To develop the criteria, the Committee exploited

the expertise of its members; representatives of the Depart-

ment of Administratitn, State Budget Office, and the

University of North Carolina Board of Governors; Legislative

Fiscal Research staff; Committee counsel; and the Committee

examined the documented findings of other states treating

the question of leasing-versus-construction.

The Committee elicited information on: 1) the amount

of building space the State currently owns and the amount of

space it leases from non-State sources; 2) the proposed new

State office buildings in Charlotte and Fayetteville; 3) the

potential impact of State construction on local economies;

^) the factors that should be considered in decisions to rent

or own State office space; 5) leasing and construction

decision-making at the University of North Carolina; 6) the

federal approach to the leasing-versus-construction question;

7) the findings of other states regarding leasing-versus-

construction; and 8) the best means of ensuring that Com-

mittee-developed criteria is carefully considered before

funds are appropriated for future capital improvements.

1) Mr. J. K. Sherron, Deputy Secretary of Governmental

Operations for the Department of Administration, told the

Committee that the State of North Carolina owns 4^5,280 acres



of land and 10,595 "buildings for a total of 64,361,282 square

feet of space. This includes dormitories, warehouses, and

other miscellaneous types of facilities.

Mr. Sherron also distributed a list (Appendix D) of

the cities in which the State leases office space, the num-

ber of square feet in each city, and the number of State

employees working in these facilities by city. The State

leases 1,757,552 square feet of office space, which is occupied

by 7,280 State employees in 109 cities.

When questioned about the 102,357 square feet of space

being leased in Chapel Hill, Mr. Sherron responded that 90,238

squaj?e feet consist of University space, 10,809 square feet

serve as Memorial Hospital space, and the remaining amount is

used for miscellaneous State offices.

2) Mr. Sherron distributed handouts on the Coddington Build-

ing in Charlotte and the proposed new building in Fayetteville

(Appendices E and F).

The General Assembly has appropriated S^.l million for

the acquisition and renovation of the Coddington Building.

The purchase and renovation of the building is contingent

on the City of Charlotte's agreement to make available to the

State adjacent property for one dollar per year for parking.

The building should be ready for occupancy by July, 1983.

Mr. Robert Powell of the State Budget Office said that

plans to build an office building in Fayetteville are at a

standstill. The Department of Administration State Property

Division prepared a feasibility study on the Fayetteville

building. Mr. Powell said that between ^5 million and $6

million are needed for purchase of the land and construction

of the building. The General Assembly has appropriated only

about one-half million dollars for the building, which is

insufficient to proceed with design and construction.

Mr. Sherron was questioned about the Employment Security

Commission's use of certain funds to house its staff. He

responded that about twenty years ago Congress enacted a law



providing that a percentage of receipts collected by the Com-

mission and retained by the State could be used to purchase

or construct office space. In 1979, North Carolina had not

used any of its funds which had accumulated in the amount of

$2.5 million. Congress passed another law providing that if

these funds were not utilized, they would revert to the

federal government. The State then used these receipt^ to

purchase and renovate the former Rex Hospital building in

Raleigh to allow all of the Commission's offices to be located

in one place.

5) IXIr. Jim Newlin of the Legislative Fiscal Research

Division spoke on the question of the potential effects of

construction of a State office building on a local economy.

He noted that it is frequently difficult to determine such

potential effects as tax losses and the impact on the private

office space market. He said that, to the extent they can be

ascertained, potential effects should be considered on a case-

by-case basis. If the local office rental market is weak,

construction of a State building could lower property values

as well as remove the State-owned property from the tax base.

On the other hand, a new State building in a depressed area

could spur additional investment in the surrounding area

and thereby increase the tax base. Projects consisting of

substantial construction would have a positive effect on

the local economy during the construction period. Mr. Newlin

opined that State acquisition of the Coddington Building in

Charlotte probably would have little impact on city revenues

because the building was not previously being used, but that under

different circumstances the impact could be substantial.

4) The Committee asked Department of Administration, State

Budget Office, and Fiscal Research Division staff each to

prepare and provide the Committee with a list of factors

that should be considered in the decision as to whether State

office facilities should be leased or owned in a given situation.



Mr. Newlin of the Fiscal Research Division distributed

handouts (Appendices G and H) outlining factors that should

be considered in feasibility studies on the lease-versus-

build question and setting forth perceived problems with the

current capital improvement decision-maicing process.

Department of Administration and State Budget Office repre-

sentatives suggested that feasibility studies be conducted

before funds are appropriated for the acquisition, constmiction,

or renovation of any building, but would not indicate what

factors should be considered in such studies. Mr. Powell

of the State Budget Office said that capital improvements

were not generally included in the Governor's budget recom-

mendations unless the Department of Administration's State

Property Division had studied the feasibility of such

improvements.

5) Committee members questioned Mr. R. D. McMillan of the

University of North Carolina Board of Governors about the

decision-making process with respect to University facilities.

Mr. McMillan told the Committee that the University works

very closely with the Department of Administration's State

Construction Division on cost estimates, but that the Board

of Governors determines the feasibility of new construction.

Also, the University is allowed to retain 70% of its receipts

for overhead operations, but the Advisory Budget Commission

must approve the method by which those funds are expended.

6) Committee members wished to know about the federal

approach to leasing-versus-construction decisions. Senator

Walter Cockerham noted that the federal government in recent

years has placed greater emphasis on leasing as opposed to

construction or acquisition. He stated that the maintenance

costs of federally-owned property generally exceed those

of public facilities leased from private sources. He added

that the federal government no longer provides parking for

its employees.



In response to further Coamittee questions concerning

the federal approach, Committoe counsel said that Congress

must appropriate funds for building, purchasing, or leas-

ing of federal office space. Federal law (40 U.S. Code 606;

see Appendix I) provides that the Committee on Public Works in

both the Senate and House of Representatives must approve

by resolution any appropriation either to construct, al;ter,

or acquire any building involving an expenditure in excess

of $500,000 or to lease any space at an average annual

rental of more than $500,000. The General Services Adminis-

tration must transmit to Congress a prospectus containing

(but not limited to) certain information specified in the

aforementioned statute.

Committee counsel contacted the General Services Adminis-

tration which administers federal construction and leasing.

He was told that although federal studies have shown con-

struction to be generally more economical than leasing in

the long run, leasing is nevertheless the primary means of

obtaining office space because of the difficulty in receiv-

ing funds for capital projects from Congress. This assertion

is supported in a December, 1981, Comptroller General Report

to Congress (Appendix J contains the relevant excerpt; the

full report is on file with the Legislative General Research

Division). The report provides that the total project cost for

construction must be recorded in the first year, which has

a great impact on the year's budget. Total rent payments

are not recorded in the first year but rather are spread

over the lease period. The report states: "In times of

unusually large demands on the budget, construction projects,

because of their impact are the first to be eliminated."

Although "the cumulative cash outlays for leasing over the

long term are greater than for a construction project" the

General Services Administration "has relied on leasing as

the only practical method available to meet space demands."

Expenditures for federal leased space increased from $354

million in 1975 to an estimated $722 million in 1982.



Concerned about this increase, the General Services Adminis-

tration supported legislation in 1980 and 1981 which would

provide for or emphasize more construction and a reduction

in leasing.

Committee counsel also received a 1972 report from the

Director of the U.S. Office of Management and Budget to the

heads of Executive Departments, which sets forth a comparative

cost analysis for decisions to lease or purchase real property

for public use. This report is on file with the Legislative

General Research Division.

7) Committee members also directed Committee counsel to

solicit information from other states concerning their

approach to leasing-versus-construction decisions. The

Committee was told that the great majority of states had no

general policy with respect to leasing-versus-construction

and had developed no guidelines or criteria which legislators

mast consider when appropriating funds for capital improvements.

Committee co-unsel did receive eight reports from seven

states (Connecticut, Florida, Louisiana, Maryland, Massachusetts,

New Jersey, and Wisconsin) which he suimuarized to the Committee

(See Appendix K for the summary; the complete reports are on

file with the Legislative General Research Division). Most

of the reports contained a cost analysis indicating that

construction is more economical to the state over a period of

time exceeding fifteen years. Several reports stated that a

cost analysis should not be the sole criterium in determining
whether office space should be built or rented and discussed
other criteria such as the potential impact on local economies,

projected population growth, availability of funds, anticipated
duration of programs to be housed in the facility, convenience
and service-delivery to the public, and quality of available
leasing space. One report (from Massachusetts) analyzed
alternatives to public construction and leasing such as lease-
purchasing and private construction and sale.



8) The Committee members dif;cussed the criteria and factors

that should be considered whenever the construction-versus-

leasing decision is made and selected the criteria deemed

most essential in making this determination. (See the Com-

mittee Recommendations on page 9 of this report.) Recogniz-

ing that the General Assembly makes the ultimate decisions

as to the means of supplying State government with additional

office space through the appropriations process, the Committee

recommended amending the General Statutes and the Senate and

House Rules to require that the designated criteria be

included in feasibility studies that must accompany legisla-

tion appropriating funds for capital improvements and for

leasing space for State use.

8





FINDINGS AND RECOMMENDATIONS

Tne Coipmittee finds :

1) The decision to construct, alter, acquire, or lease

"buildings for State use should be based on the careful consi-

deration of certain designated factors.

2) This decision is most appropriately made on a, case-

by-case basis because the emphasis that should be given to

individual factors can vary in each instance.

3) The General Assembly makes the final decisions regard-

ing State construction, alterations, acquisition, and leasing.

^) Currently, the General Assembly may consider and

ratify bills appropriating funds to construct, alter, acquire

or lease buildings for State use absent feasibility studies

for its consideration on the advisability of such construction,

alteration, acquisition, or leasing.

The Committee recommends:

1) That the 1983 Permanent Rules of the North Carolina

Senate include a rule to read:
"Rule '4-2.3. Feasibility studies . — (a) Every

bill, amendment to a bill, or committee substitute
for a bill that would appropriate one hundred thousand
dollars (SlOO,000) or more for the construction,
alteration, or acquisition of any building shall have
attached to it at the time of its consideration by any
appropriations committee a feasibility study requested
and prepared pursuant to G.S. 143-3'^1.1-

(b) When any appropriations committee considers an
amendment to or a proposed committee substitute for such
bill that would substantially change the nature^ size,
and location of the building or increase the amount
of the appropriation for the building by at least
ten percent (10%), the amendment or proposed commit-
tee substitute shall have attached to it another such
feasibility study. Every feasibility study required
by this Rule shall be attached to the jacket of the bill
when reported by the committee."

2) That the 1983 Permanent Rules of the North Carolina

House of Representatives include a rule to read:

"Rule 38.1. Feasibility studies . — (a) Every
bill, amendment to a bill, or committee substitute for



a "bill that would appropriate one hundred thousand
dollars (S100,000) or more for the construction,
alteration, or acquisition of any building shall
have attached to it at the time of its consideration
hy any appropriations committee a feasibility study
requested and prepared pursuant to G.S. 143-3^1.1.

(b) When any appropriations committee considers
an amendment to or a proposed committee substitute for
such bill that would substantially change the nature,
size, and location of the building or increase the amoTint
of the appropriation for the building by at least ten
percent (10%;, the amendment or proposed committee
substitute shall have attached to it another such feasi-
bility study. Every feasibility study required by this
Rule shall be attached to the jacket of the bill when
reported by the committee."

3) That Article 36 of the General Statutes Chapter 143 be

amended by adding a section to read:

"§143-341.1. Feasibility studies for members of
the General Assembly . — Upon the request of a member
of the General Assembly who is the sponsor of, or
upon the request of the chairman of a General Assembly
appropriations committee that is considering, legisla-
tion or an amendment thereto that would appropriate at
least one hundred thousand dollars (^100,000) for the
construction, alteration, or acquisition of a building,
the Department shall provide a feasibility study that
shall include without limitation to an analysis of the
following:

(1) a comprehensive plan for providing space
for all State employees working in the
county, if State employees would be
located in the proposed building;

(2) a comparison of the projected costs of
leasing versus owning space to be
provided in the proposed building, spread
out over 10, 20, and 40 years;

(3) the projected population and State
government employment growth in the
co'onty in which the proposed building
is to be located;

(4) the duration of State programs to be
located in the proposed building;

(5) the convenience and service delivery to
the public of the proposed building;

10



(6) a comparison of projected effects on the
tax base and economy of the county of
leasing versus owning equivalent space in
the "building.

The Department shall prepare the feasibility study

as promptly as possible, but shall transmit the study

to the requesting legislator not later than two weeks
after the request is made. For the purpose of this
section, the term 'county' refers to a geographic loca-
tion including the entire area within the boundaries
of a coiHity and not separate from the areas within
local government jurisdictions in the county,"

fj^ That G.S. 14-3-11 entitled Survey of departments be

amended by adding to the second paragraph a new subsection

(5) to read:

"(5) A feasibility study for each county, as

defined in G.S. 143-54-1.1, in which the State leases
over sixty thousand (60,000) square feet of space.

Each feasibility study shall be prepared by the
Department of Administration, shall justify the use
of leasing to house State employees located in the
leased space in the county and shall include without
limitation to an analysis of the following:

(a) a comprehensive plan for providing space
for all State agencies in the county;

(b) a statement of rents and other costs of
housing State agencies in the leased space
in the county;

(c) a comparison of the projected costs of
leasing versus owning equivalent space
in the county spread out over 10, 20,
and 4-0 years;

(d) the projected growth of population and
State government employment in the county;

(e) the duration of State programs to be
housed in the leased space in the county;

(f) the convenience and service delivery to the
public of the leased space in the county;

(g) a comparison of projected effects on the
tax base and economy of the coiinty of leas-
ing versus owning equivalent space."

11





DliAiJ'T l-tiiltiliATlOiM

SESSION 19 8? .

INTRODUCED BY:

Short Title: Feasibility Studies for Legislature

Referred to:

1 A BILL TO BE ENTITLED

2 M ACT TO AlffiND THE GENERAL STATUTES TO PROVIDE THAT THE

3 GENERAL ASSEMBLY RECEIVE FEASIBILITY STUDIES ON PUBLIC

4 CONSTRUCTION, ACQUISITION, AND LEASING.

5 The General Assembly of North Carolina enacts:

6 Section 1. Article 55 of General Statutes

7 Chapter 143 is amended by adding a section to read:

8 "§143-341.1. Feasibility studies for members of the

9 General Assembly . — Upon the request of a member of the

10 General Assembly who is the sponsor of, or upon the request

11 of the chairman of a General Assembly appropriations committee

12 that is considering, legislation or an amendment thereto

13 that would appropriate at least one hundred thousand

14 dollars (^100,000) for the construction, alteration, or

15 acquisition of a building, the Department shall provide a

16 feasibility study that shall include without limitation

17 to an analysis of the following:

58 (1) a comprehensive plan for providing space for

19 all State employees working in the county, if State

20 employees would be located in the proposed

21 building;

'^2 (2) a comparison of the projected costs of leasing

2^ versus owning space to be provided in the

2^ proposed building, spread out over 10, 20,



SESSION 19 ^1

' and 40 years

;

^ (3) the projected population and State govern-

^ ment employment growth in the co\xnty in

^ which the proposed huilding is to he located;

5 (4) the duration of State programs to he located

6 in the proposed huilding;

7 (5) the convenience and service delivery to the

8 public of the proposed "building;

9 (6) a comparison of projected effects on the tax

10 base and economy of the county of leasing versus

11 owning equivalent space in the building.

12 The Department shall prepare the feasibility study as

13 promptly as possible, but shall transmit the study to the

14 requesting legislator not later than two weeks after the

15 request is made. For the purpose of this section, the

16 term ' couaty ' means a geographic location including the

17 entire area within the boundaries of a county and not

18 separate from the areas within local government jurisdictions

19 in the county."

20 Sec. 2. G.S. 143-11 is amended by adding to the

21 second paragraph a new subsection (5) to read:

22 "(5) A feasibility study for each county, as defined

23 in G.S. 143-341.1, in which the State leases over sixty

24 thousand (60,000) square feet of space. Each feasibility

25 study shall be prepared by the Department of Administration,

26 shall justify the use of leasing to house State employees

2^ located in the leased space in the county and shall include

2S without limitation to an analysis of the following:

Page



SESSION 19 _a:

1 (a) a comprehensive plan for providing space for

2 all State agencies in the coiinty;

3 (h) a statement of rents and other costs of hous-

4 ing State agencies in the leased space in the

5 ccjuity.

6 (c) a comparison of the projected costs of leasing

7 versus owning equivalent space in the county

8 spread out over 10, ?0, and 40 years;

9 (d) the projected growth of population and State

10 government employment in the county;

n (e) the duration of State programs to be housed in

12 the leased space in the county;

13 (f) the convenience and service delivery to the

14 public of the leased space in the county;

15 (g) a comparison of projected effects on the tax

16 base and economy of the county of leasing

17 versus owning equivalent space."

18 Sec. 3. This act shall become effective upon

19 ratification.

20

21

22

23

24

25

26

27

28
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APPENDIX C

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1981

HOOSE JOINT RESOLOTIOH 1090
Second Edition Engrossed 5/28/81

Sponsors: Bepresentative Nye.

Beferred to; Rales.

Hay 15, 1981

1 A JOINT BESOLOTION DIRECTING THE LEGISLATIVE RESEARCH COHHISSIOH

2 TO STODY AND DEVELOP A POLICY OH THE CONSTROCTION OF STATE

3 OFFICE BOILDINGS.

4 Whereas, the State leases many office buildings

5 throughout North Carolina; and

6 ihereas, the State of North Carolina has not developed a

7 policy for the construction of State office buildings; and

8 ihereas, guidelines have not been established covering

9 when it would be nore cost effective to rent office space rather

10 than construct new buildings;

11 Now, therefore, be it resolved by the House of Representatives,

12 the Senate concurring:

13 Section 1. The Legislative Research Coanission [ H-

''' ^W^^][H-nay] study the necessity for, and if necessary, develop

1^ a policy for the construction of State office buildings

16 throughout North Carolina.

^^ Sec. 2. The Coanission nay nake an interin report to

1^ the 1982 Session of the General Asseably and shall sake a final

1^ report to the 1983 Session of the General Assembly.

on ,Sec. 3. Thxs resolution is effective upon ratification.

21
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CODDINGTON BUILDING - CKAPJ.OTTE

APPENDIX E

A f, encies Scheduled for Coddiiigton Bldg

Veterans Affairs
Agriculture
Employment Security Commission
Alcohol Law Enforcement
DHR-Services for the Blind

Title IV Division
Youth Involvement
Vocational Rehabilitation

Labor
Revenue
Department of Transportation-R/W

Resident Engineer
General Use - Conference

Snack Bar
Mail Room
Maintenance
Rest Rooms

Totals

Net Building Area

Gross Building Area

Net Sq. Ft , # Employees

1,700





APPENDIX F

i;et Sq. Ft,

PROPCSICD OFFICii BUILDING - FAYETTEVIT.LE

r

Agencies Scheduled for Building

DNRCD - Regional Office
Revenue - Collections & Audit
Justice - SBI
Transportation - ROW
DCC5CPS - Alcohol Law Enforcement
Administration - Veterans Affairs
Commerce - Employment Security Comm.
Correction - Regional Office
Human Resources - Regional Office
State Auditor - Regional Office
General Use - Storage

Snack Bar
Training Fac.
Conf. Rooms
Public Waiting Areas
Rest Rooms
Circulation

Totals

Net Building Area <

Gross Building Area

^i Emplovees

6,500





APPENDIX G

Fi:-.f'.-il R(>Goorch Division
March 24, 1982

"What To Look For In A Feasibility Study."

Factors to Cons i der in Lease or Build Decisions
Eor State Office Space

I . Doc is ion Pr ocesr.

A. Objec t i v c.n

The purpose (s) of a proposed building should be made
clear so alternatives can be evaluated based on the
objectives

.

1. Save money
2. Downtown r cv

i

tal i za t ion
3. Investment of state rcnourcos
4

.

Spec ia 1 necdn

B

.

Alternnt ives

1. Construct a new building
2. Lease from private sector or other qovernmental unit
3. Locate employees elsewhere
4. Employees work out of homes

C. Compare cor.ts and ef f ec-t i voness of each alternative
in meeting tjl> ject i ven .

I

I

. Co_s_t_Compa r_ i r.ons

A. The basic decision model for making this comparison
is an investment analysis model, similar to those
used by private investr^rs, with modifications to
account for unique factorr, in pulilic decisions.

B. Investment analysis will [Provide information, but
someone still must make a decision based on values
that cannot Ije measured and on conflicting objectives
which cannot always he directly compared.

C. Method

1. The most widely used investment analysis method
is the net present value comparison of each
alternative. Basically, present value allows
one to compare the value of different costs and
benefits over various lengths of time by boiling
these streams of numbers down to one number which
represents what the investment is worth today.

2. This method uses a di scount rate to provide the
"time value of money." This is based on the
assumption that $100 today is worth more than
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$100 t.wo years from now hocauso <5nc could invest
the $100 toriay nnrl havr mnro thnn ?100 in two
years. The alternative uses of money ("opportunity
costs") and their prospective rates of return
are used as discount rates in order to arrive at
thio presen t value of costs or benefits in future years.

The m.'i Lhmna L icd I Toi inula ir,

:

ND, NB_ ND

^^ (1 + i) (1 + i)^ (1 + 2)'^'

V^here
PV = Prc.'-.ont Value;
NB = Net benefits;
i = Discount rate, or alternative rate of return;
N = Lcuqth of time for comparison.

3. The State Property Office, in its feasibility
studios, uses this method to some degree. In
some studies, however, discounting has been
ignored

.

III. Recommendations for Feasibility Studie s

A. The present value method of comparing alternatives
should he used, including the discounting future
costs and bonofits. The StaLi.' Joc-s luive alternative
uses for funds:

1. Treasurer's Investments;
2. Other programs which prcv/idc iienofitrs;

3. Tax reductions which return Lhr> funds to the
pr iva to sector

.

B. The analysis should include a depreciat i on factor
for public buildings.

C. Obviously, the impact of the income tax system on
the alte rnatives for the state should ho ignored .

D. Whether or not to include inflation factors must depend
on the current economic climate. However, inflation
rates applied to different alternatives should be "the
samio .

E

.

Costs of alternatives should he based on the proposed
method of financing . For oxamplc\| an appropriation
request is a cost in year 1; bond financing is spread
over the life of the bonds.

F

.

Factors Unique to State Government Decision s

1 . I mpact on the Private Rental Marke t

If the state leases~~a substantial amount of space
in an area, the sudden opening of larqe amounts
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of space may affect local real estate values,
depending on local economic conditions.

2

.

Loca t ion
Doen the state havr^ a policy to locate in down-
town areas; to proncrvo historic structures,
etc.? If so, those policies may affect the cost
of the project and should he factored- in.

3

.

State Demand for Office Space

a. Are the programs now leasing space growing?
What are the projections for state employment"^ ' ' mcirkot?m the local office

b. Are the programs ongoing, or are they special
projects funded with federal grants?

c. Are the leasing agencies funded with federal
funds or supported from licensing fees? If
federal funds, the long-term projection for
revenues is not good, and the risk of building
for federally funded agencies should be
considered

.

4.

d. Are current space Ica.'.o roquiromonts realistic?
The State Property Office has made progress in
the past few years by aciopting more flexible
criteria in lease specifications.

Effect on Local Property Tax Base and Economy

This must be considered on a case-by-case basis.

a. If the local real estate market is weak,
buildinq a state building could lower property
values as well as remove the state-owned
property from the tax base.

b. A new state building in a depressed area could
spur additional investment in the surrounding
area, having a
base

.

net positive effect on the tax

c. If a proposed jrojoct includes substantial
construction, the funds expended would have
a positive effect on the local economy during
the construction period.

Projoc_to£^_Oi)era^inq_Cos_ts mur.t be based on the localarea; not on Raleigh costs where economies of scaleare possible.
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Flexibilit y
Goveinment proqrams grow, shrink, disappear and
reorganize on a fairly regular basis. State
ownership of a structure reduces somewhat the
State's flexibility to respond to these changes.

•^ii?^ Stato-Ownod Property
bo(>L; th(^ rotate h.ivo otht^r luiildings available
in the locale, perhaps owned by an agency different
from those needing space, that could be renovated
for office space. if so, this should be one of
the alternatives compared.

Scope
A minimum size requirement might be needed to
evaluate alternatives. For general office space
requirements of less than, for example, 20,000
square feet, the cost of construction, operation,
or management of a new property may not be feasible.
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APPENDIX H

Perce i

v

cd DiCfic u 1 1

i

es With Capi tal I mprovement
Decis Ton-Mak ing Process

Lack of Support for Maintenance, Repairs, Renovations

a. Agencies tend to favor new capital projects over
h ho n<-fd Toi I i nic 1 y rcpnirr. /iini | )i ("Von I i vc mainten-
ance. New ptojects get more attention, and are more
lik(vly to bo rocommoiiclecl liy the Advisory Budget
Commission and funded by the General Assembly.

b. A long-term plan for ongoing maintenance and project
repair and renovation costs is needed. This would allow
better overall conservation of current capital invest-
ments, could spread the costs evenly for budgeting
purposes, and could save money by reducing emergency
repa irL'.

.

c. The Department of Administration needs to take a

stronger role in assisting agencies to develop long-
range ongoing maintenance, renovation and disposition
plans. The Office of State Budget and Management
must merge these various plans into a realistic
capital budget plan, taking into account projected
needs for the specific programs the facilities serve.

Lack of a_ Long-Term Capital Improvement Budget

The Office of State Budget and Management is making
strides toward a capital improvement plan. The 1981-83
biennial budget includes a six-year projection of capital
improvement needs and requests from 6 departments. The
university system, one of the major pro[>erty owners, is
not included. Some otlier lf)ng-tcriii funding requirements
are also mirs ing

.

An ongoing maintenance plan is a prerequisite for a long-
term capital budget.

Need for Comprehensive Review of Capital Requests

As the Office of State Budget prepares a long-term
capital plan, it needs assistance from various agencies
to review tlie proposals.

(a) Do the [jroposals moot proj'-cied maintenance and repair
needs? The Department of Administration needs to
improve its effoi ts in statewide assessment in main-
tenance [)lanning.
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(b) Aro the piojiM-t;: noodcd? ]r. oi Ikm :;|).i>.-'-' dvoilablc?
The State Property Of I ice in the Department of
Administration ir, capal-i]o of mviowinn npace requests
acroGLJ varicju:;. agen^'icr. witti iLs statewide property
inventory. This review must be in conjunction with
Budyet Office review of the assumptions for program
operations used in making a capital request.

(c) Are the costs realistic? The State Construction
Office in Admi I'l istra t ion must review biennial budget
requests for cost estimates.

Lack of S u b^ t a nt ial Ongoi ng Apnropriation s for Maintenance ,

Repairs and Renovations

Without a long-term plan, there has been little
effort to carve out a steady piece of the budget for
maintenance of capital facilities. However, ongoing
suppoit will b'> iKH'c.-.r.ar y to r.irry out maintenance plann
and to f-iii 'oiir.ige anrncic:" to make m.i i ntenanc'-> 3 high
prior i t y

.
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APPENDIX I
40 U.S. Code 606

vj 606. Approval of propcsod projects by Congress

(n) l,iniit:i;iuii (if lumls; tr;i;isniis,ion 1o CoiH^rcss of prosptctus of proposed
project, h. oulcr lo insure tl:o equiiahk- I'.islribuiion of public buildings
tli.'.iigliout iliL- Liiulcil .S(;iu-s Willi duo ri-gard I'ov tlic coi:)|)araiivc urgency
1)1 iK-.i! fnf Mich liuiKiiin-s, except as inovjdL'd m sccti.iii -l [40 liSCS
vj 603], no approprialioii shall be made to construct, alter, purchase, or tu
acquire aiiv l)uilding to bo used as a public building which unolves a lota!
expenditure in excess of 5i?(X),00(J i!"such construction, altenuion, purchase,
or acquisition has not been approved by resolutu;iis adopted by tlie

Comuuttce on l*iiblic Works of the Senate ami House of Re|vcsciitativc5.
respeciively. No appropriation shall be made t(> lease any space at ari

avciaijc annual rental in excess of $50<.).(XXJ lor use for public purposes if

such le.ise has not been appiovcd by resolutions adopted by the Committee
on Public Works of the Senate and House of Representatives, respectively.
For tiie purpose of securing: considcialion for such approval, the Adminis-
trator shall transmit to the Congress a prospectus of the proposed facility,

including (but not limited to)--

(!) a brief dcsciiplion of the building to be constructed, altered,
purchased, acquired, or the space to be leased under tins Act;

(2) the location of the building or space to be leased and an estimate of
the maximum cost to the Cnitcd States of the facility to be constructed,
altered, purchased, acquired, or tlie sp.ice to be leased;

{?>) a comprehensive plan for providing space for all Govcrnincnl oflkers
and employees ui the locality of the proposed f.icility or the space to be
leased, having due regard for :,uitable space which may continue to be
available in existing Government (Avned or occupied buildings, especially
s>;c!i of those buildings as enlianee the arelii!.>ctural, histo^rical, social,
cultur;d. and economic environmeni of the locdu^;

(y< villi respect to any project for ihe construction, alteration, purchase,
or acquisition of any building, a statement b> the Admiuisirator that
suit.ihle space owned by the (lovernmciu is not a-w'iilablc and that
suitable rental space is not available at a price commensurate with that
to be alToided through the proposed action;

(5) a sl.itemenl by the Admimstiatiu of the economic and other
justifications for not acquiring oi purchasing a building or buildings
identified to the Administrator puiMiant to section 12(c) of this Act [40
uses v^ 611(c)] as suitable for the j-ublic building needs of the Federal
Goveminent; and

(6) a statement of rents and otiier housing costs currently being paid by
the Government for Federal agencies to be housed in the building to be
constructed, altered, purch:ised, acquired, or the space to be leased.

fb) Increase of estimated ma.ximum cost. The esimiatcd m.ixmuim cosi of
a.'iy project approved undc. this .seciiwn as set forth in any prospectus may
be increased by an amount equal to ihe percentage increase, if any asdelermmcd by the Administrator, in construction or alteration costs, as'the
case may be. from the date of transmittal of such prospectus to Conerc
but m no event shall the increase authorized by this subsection c'xceed
per centum of such estimated maximum cost.
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(cl Rescission of approval for failure to make appropriations for project. In

ibc case of any project approved for construction, alteration, or acquisition

by the Committees on Public Works of the Senate ami of ilic House of

Representatives, respectively, in accordance with subsection (a) of this

section, for winch an ajipropriation lias not been made wiiiiui one year

alter the date of such approval, either the Commitlcc on Public Works of

the Senate or the Conmiitlec on Public Works of the House of Representa-

tives, may rcscintl, by n^ohifion, its approval of such piojcct ai any time

thereafter before sucli a'l appropriation has iieen made

(d) FJmcrRency leases by the Administrator. Nothing iii this section sh.^ll be

eonstrucd to pre\ent t!ie '\dminisiratoi from entering into emergency

leases during any period declared by the Picsidont lo lecjuiie such emer-

gency leasing authority, except that no sucii emergency lease shall be fiT a

penod of more than ISO dajs without apjiroval of a prc^spccius for such

lease in accortiancc with subsection (a) of this seclUMi.

(Sept *>, 1959, P. L. S(>Ci249, §7, 7.5 Stat 479, June lb, lv72, P 1.. ')! 31.v

5 2(4), 86 Stat. 216; Oct, 18, 1976, P. L. 94-541, Title I, § lO.Ml), (2), 'Kl

Stat. 2505 )
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APPENDIX J

COm'TROLI.KR CENFJOM,

REPOR'V TO CONGRESS (exct^rpt , pages 8-9)

December 11, 1981

PLRD - 82-18

INCREASE IN EXPENDITURES
FOR LEASED SPACE

GSA manages about 233 million square feet of space (office,
storage, and special purpose but not outside parking) of which 139
million is Government-owned and 94 million is leased. The expendi-
ture for leased space has increased dramatically from $364 million
in fiscal year 1975 to an estimated $722 million in fiscal year
1982. If the present trend continues, annual leasing costs will
exceed $1 billion in the next 3 to 4 years.

As we discussed in our October 17, 1979, report (LCD-80-7),
Government-owned buildings have a more favorable long-term bud-
getary impact, from the standpoint of the Fund, than leasing but
leasing has a short-term budgetary advantage. Large up-front cash
outlays are required for a construction project. Since the full
funding concept applies to construction (recording of total project
cost as budget authority in the first year), there is a sizable
impact on the budget the first year. However, over the long term,
the impact on the Dudget for a construction project is less than
for leasing and a larger surplus (receipts less outlays) is gene-
rated for the Fund. Leasing, on the other hand, has a short-term
budgetary advantage because total rent payments are not recorded
in the budget the first year. They are spread over the lease pe-
riod and recorded annually—partial funding. However, the cumula-
tive cash outlays for leasing over the long term are greater than
for a construction project and the surplus generated for the Fund
by leasing is minimal.

We have reported and testified that as a matter of budget
policy, we favor the full funding concept because it more ac-
curately discloses the total obligations associated with a
project. Application of the full funding concept to construction
or to acquisition projects is difficult because of the large
initial outlays for such projects which have a significant impact
on the national budget in the year that appropriations are ap-
proved. In times of unusually large demands on the budget, con-
struction projects, because of their impact, are the first to
be eliminated. Since sufficient funds have not been available
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Lor const-ruction, either trom direct appropriations through
fiscal year 1974 or from the Fund since it started operating
in fiscal year 1975, GSA has been unable to sustain a viable
construction program, and it has relied on leasing as the only
practical method available to meet space needs.

Currently, the full funding concept does not apply to

leasing. The total rent payments on leases (up to 20 years in

some cases) to which the Government is committed are much greater
than the annual lease payments that appear as budget authority
in the annual appropriations acts. For example, in fiscal year
1980, annual lease payments of $575 million appear as budget
authority in GSA's annual appropriation act, yet the Government
is committed to over $2 billion in lease costs over the remain-
ing life of these same leases.

The cumulative outlays on a lease spread over 20 years will
be greater than the total outlays for a comparable federally con-
structed project. Recording the budget outlays in one year rather
than in 20 increments has a greater impact for the federally con-
structed project in the first year.

In testimony before the Senate Committee on Environment and
Public Works in January 1980, we discussed the inconsistent appli-
cation of the full funding concept to construction and leasing.
Also, in a May 21, 1981, letter to the Chairman, House Committee
on Public Works and Transportation, we expressed the opinion that
there should be a consistent application of the full funding
concept to both leasing and to construction projects. So that
the total budgetary impact of either a lease or a construction
project is disclosed and compared uniformly, the total costs
should be recorded as budget authority in the first year.

Section 802(b) of Senate bill 533, which passed the Senate
in May 1981, would require the application of the full funding
concept to leasing. It states that, "No lease shall be entered
into unless an appropriations has first been made for the maximum
cost of such lease over its entire term in the fiscal year for which
an appropriations is authorized."

In commenting on this provision, the Senate Committee report
(97-48) states that:

"Under present accounting procedures, each year's new
authority to lease is used by GSA to enter into leases of
from one to twenty years, with only the current year's
obligation counted against that authority. This omission
of lease commitments for all future years from both the
Executive Branch and congressional budgets, grossly under-
states leasing costs. It skews the decision away from
construction and acquisition, and introduces a bias in
favor of constantly escalating lease commitments."
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APPENDIX K

LEASING VERSUS CONSTRUCTION:
REPORTS FROM OTHER STATES

The following is a summary of the findings and recommenda-

tions of reports treating the issue of construction versus

leasing of public office space in seven states:

Connecticut '

Florida

Louisiana

Maryland

Massachusetts

New Jersey

Wisconsin

CONTTECTICUT

In October, 1981, several Connecticut state agencies

(Department of Administrative Services, Bureau of Public

Works, Facilities Planning Section, and Energy Management

Section) issued a report updating two previous reports:

Statewide Office Study (196?) and Connecticut Capitol Center

Master Plan (1969), which compiled data and made recommenda-

tions with respect to state office space needs and a comprehensive

state development prograou.

The 1981 report reviewed the previous recommendations in

light of more current data and trends. The report indicated

that the state population and demand for state office space would

continue to grow, although at a much slower rate than previously

projected.

Currently, a Connecticut law (Public Act 75-''+25) recommends

state construction or purchasing of office space rather than

leasing where occupancy will exceed five years. The 1981 report

recommends that this policy be continued for the following

reasons

:

(a) Cost analyses show that, based on projected

leasing and construction costs beginning in 1985,

leasing and construction annual payments break even

in the fifteenth year, and in the twenty-sixth
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year, "aggregate costs equalize so that after 2012

there is significant economic advantage to the new

building." (Page 8 of the report.) The projected

construction costs included interest rates at

8.5% per annum for 20 years, maintenance and energy

costs of at least S5-90 per square foot, and pay-

ment in lieu of taxes estimated at about ^% of the

assessed value. The projected leasing costs were

based on the current rate plus the average operating

costs for leased space inflated to 1985.

(b) New energy-efficient buildings can be

designed so that energy costs are one-half of those

in facilities being leased.

(c) New efficiently-designed buildings would

improve working conditions and service delivery to the

public and lower the cost of housing per employee.

(d) Consolidation of central government offices

in space-efficient buildings will reduce the duplica-

tion of functions and personnel in multiple locations,

as well as the consequent costs and delays involved in

extended communication and travel between offices.

FLORIDA

The Florida Department of General Services has issued

two reports in which the question of leasing versus ownership

was considered: Florida 2000, A Report on Regional Service

Centers (1970) and Office and Support Space Needs Study (1980).

Both studies concluded that construction would save the

state substantially more money than leasing. This conclusion

was premised in part on the findings of the two studies that

Florida's population and state employment would increase con-

siderably in the next years.

Growth in Population and State Employment

The 1970 report projected that the state's population would
nearly double between 1970 and 2000 and that the percentage of
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state employees to total state population would remain the

same during that period - 1.17%. The 1980 study predicted

that the state's population would grow by 45.82% in the next

20 years and that state employment would grow by 55.12% dur-

ing that period.

Florida is in the process of consolidating governmental

state agency facility requirements into regional service

centers (similar to the Maryland Multiservice Centers, dis-

cussed below) at several locations in the state. The stated

reason for the development of these regional centers is to

ensure that the public will receive prompt and efficient

service and economical expenditures of their tax dollars.

Cost Comparison and Conclusion

The 1970 Florida study foimd that state construction and

ownership would cost the state substantially less in the cases

of both 20-year and 50-year bonds (even excluding the value

of the state-owned land and building after 20 or 50 years) than

renting. The report compared projected future costs (conservative

by its estimates) per square foot of renting with construction

costs per square foot at 5 1/2% and 7 1/2% bond interest rates.

Janitorial services were excluded in both renting and ownership

estimates.

The 1980 report also concluded that annual and cumulative

cost savings would be realized by construction and acquisition,

and its recommendations included the following (on page 41):

"Where possible, provide for state ownership .of office
and support facilities by construction, purchase,
lease purchase or other such acquisition methods, to
decrease the funding required for direct lease, which
provides no return on its investment to the state."

LOUISIMA

The Louisiana Public Affairs Research Council issued in

November, 1981, a report entitled Leasing State Facilities .

This report discusses the means by which Louisiana leases

office space and compares its method to that of other states

based on a survey the Council conducted of 55 other states.
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The report considers the question of leasing versus

ownership of state office space. The report recommends that

a policy be developed to determine whether the state should

build, buy, or lease in a given situation. It suggests

that the decision be made on a case-by-case basis and that

a nixmber of factors be considered in each case:

A projection of future construction and rental costs

should be included.

Cost effectiveness should be taken into account. The

state builds equity in state-owned property, but does

not in rented property.

— The state should determine how important flexibility

in a given situation might be. When leasing, a state

can adjust more easily to changes in program location

and amount of space needed.

Leasing may be advantageous for social services,

education, and other programs that are heavily subsi-

dized by the federal government, since federal

reimbursement may include money for rent.

The state should carefully consider the availability

of money for large capital outlays, as well as bond

market conditions.

The state should consider the loss of local govern-

ment tax revenues that state ownership would cause.

The state should also factor in the tax advantage of

either leasing or owning. The Louisiana State Govern-

ment levies no property tax and has a low income tax

and therefore has an advantage in owning facilities.

"In leasing, the state would receive only a small portion

of its lease payment back from the lessor's income tax

payments. At the same time, the state's rental payments

would include money the landlord would pay to the

federal government in income taxes and to local govern-

ments in property taxes." (Page 22 of the report.)

In small communities where there are no established

maintenance crews, it mj.ght be to the state's advantage
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to use a privately ovmed and maintained building.

"The federal government, for example, relies heavily

on leased property for many of its offices outside

the Capital because of the difficulties in providing

maintenance services in many places." (Page 21 of the

report .

)

Consolidation of government functions into energy-

efficient, space-saving buildings saves excessive

future leasing costs, energy costs in old buildings,

travel time, and communication costs.

Convenience and service delivery to the public and

employees' working conditions should be considered.

The report also recommends that when a decision is made to

lease, the Louisiana state government should use competitive

negotiation together with an up-to-date market survey, rather

than the currently used bid process. The report states that

competitive negotiation would increase efficiency in the lease

process, provide the flexibility needed in selecting space

for state agencies, and better serve the state's financial

interests.

The report concludes that Louisiana needs a complete plan

for leasing, purchasing, and building office space to meet the

needs of state agencies and the public. The report likened

the state facility situation in Louisiana to that of a con-

tractor who began to construct a facility without a plan,

then added indiscriminately to the building as he went along,

creating an expensive mess. The study found that the absence

of a comprehensive plan in Louisiana has resulted in the waste

of money and space.

•

MEYLMD

In 1972, the Maryland Department of State Planning began

developing a "Multiservice Center System" to relieve poor

and overcrowded office conditions and make state services

more convenient and accessible to the public. The original
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plan called for the construction of 44 multiservice facili-

ties across the state to consolidate delivery from 448

separate office locations then being leased. The Maryland

General Assembly funded the construction of 13 of these

regional centers. In 1981, the Department of State Planning

issued a report (entitled "Multiservice Center Re-evaluation

Study") discussing the merits of the scaled-down multiservice

center scheme.

Cost Analysis

The report includes a cost analysis of the construction

versus leasing issue. Five areas in the state deemed repre-

sentative of the statewide diversity in terms of service needs

and designated as sites of regional centers were selected for

the analysis. Factors included in the cost analysis were:

costs of land acquisition, construction, fees, maintenance,

and interest. Leasing costs based on current and projected

future market value were also factored in.

The results of the analysis indicated that 1) it would

cost on the average about twice as much to build as to lease

for the first 15 years of operation, and 2) it would cost

10% to 20% more to lease than build over a 40 year period.

These findings exclude the salvage value of the state-built

facilities. It was estimated that if site and structure

salvage factors were calculated, the salvage value of the

facility would be at least equal to the original construction

cost plus interest.

The report also discussed briefly an alternative to leas-

ing and state construction: the state could contract with a

landlord-o^/tfner to lease office space in a building constructed

and paid for by the private landlord in accordance with state

specifications. The state would maintain a purchase option on

the building during the lease period. The state has not pur-

sued this alternative because potential landlord-owners want

assurances that the state will eventually purchase - ass\irances

that the state is unwilling to give.
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Local Impact

The riaryland Department of State Planning hired a consultant

to analyze the impact of "building state facilities on local com-

munities. Detailed data were collected and analyzed in terms of

the following factors:

1) anticipated impact on available commercial space
and lost revenues from commercial rentals; '

2) socio-demographic changes, such as in employment,
population density, and income; and

3) parking requirements and traffic patterns.

The study found that loss of revenues from commercial real

estate taxation would range from 11% to 22% of total revenues.

On the other hand, the resulting lower cost in office space due

to greater availability would serve to attract business to the

area.

With respect to socio-demographic changes, the study con-

cluded that because state agencies and services to be housed in

state-built facilities are already located in the designated

communities, the location of the regional centers there would

not represent new employment opportimities, significantly

increased income, or increased population density.

The study also indicated that new state-owned facilities

would have no significant traffic or parking impact on the

communities.

Conclusions

The 1981 Maryland report concluded that the 15 regional

centers should be built because construction was more economical

to the state than leasing. The report added, however, that

cost benefit should not be the sole criterium for determining

whether or not to build or lease in the future, because cost

benefit does not take into account such criteria as availability

of state funds to build, future space availability for leasing,

and the quality and convenience of available leasing space.

Einally, the report concludes (on page 5'^):

"Due consideration will continue to be given to
exploring the use of leased space as the primary
means of providing facilities to house State programs.
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Hereafter, because of escalating construction
costs and other more pressing demands placed
upon the State's financial resources, a request
for the construction of any future MSC facility
should be initiated only if it can be justified
against other capital priorities."

MASSACHUSETTS

The 19?2 Massachusetts report was the result of a legisla-

tive directive which sought information to determine if the

use of private industry leasing could replace construction of

public facilities. The study was prompted by concern with

problems associated with the construction of public facilities,

such as escalating construction costs.

Alternatives to Public Construction

The report does not contain a cost comparison of leas-

ing versus construction, but rather discusses several alternatives

to state construction of office space:

1) Leasing. In Massachusetts, the state may lease for a period

of five years, with a right to renew the lease under the

same terms and conditions. The lease conditions are gen-

erally favorable to the state-lessee. The state reserves

the right to terminate the lease, under certain conditions,

before its expiration. State leases contain no "cost of

living" or "tax escalation" clauses to compensate the lessor

for increased costs during the duration of the agreement.

Notwithstanding these apparent disadvantages to the land-

lord, state leasing increased ten-fold from 1965 to 1972.

At pages 15-17, the report provides:

"Leasing private property instead of direct
construction relieves the government of the
onus of long-term indebtedness. Among other
advantages, maintenance, custodial services
and insurance against fire, injury or vandalism
is provided by the owner. A lease gives the
governmental agency a fluid position, ,with the
opportunity to move to service the needs of a
shifting population. Finally, the municipality
receives real estate taxes from the private owner
and good public relations are kept, in contrast
to the situation if the facility was tax exempt."
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2) Private Construction and Sale. This method provides for

the construction and ownership of a building to house

state employees by a private party and subsequent sale

of the building to the state. "Among the advantages to

the public body/purchaser are (1) payment of taxes by

the private owner, (2) the opportunity to inspect the

completed project before purchase and (3) the assumption

of risk by the contractor of unforeseen circLLmstances

during the period of construction." (page 16) The dis-

advantages include lack of supervision of the construction

and quality of the materials used and the lack of com-

petitive bidding to produce the lowest price.

5) Lease-Purchase. This method frees the public agency

lessee from the maintenance costs of the premises. On

the other hand, because taxes and the lessor's profit

are facto^rs in determining the rental charge, the govern-

ment lessee is in effect partially subsidizing those costs.

NEW JERSEY

In 1973, the New Jersey State Legislative Office of Fiscal

Affairs issued a report entitled, "Program Analysis of Office

Space for State Agencies." The study was prompted by concern

over heavy state reliance on leased office space resulting in

a S22 million rental budget.

Cost Analysis

The study included a calculation of the costs of a long-

term lease compared to the cash outlay of constructing and

operating similar space for the ssaae period of time.

The cost analysis indicated that it is less expensive

for the state to build and maintain its own office facilities

than to lease for the following reasons:

1) The state can borrow money at about two-thirds
of the commercial loan rate.

2) The state does not need to make a profit.

3) The state can take advantage of asset value apprecia-
tion and self-insurance.
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To calculate the market value of the state-owned building

after a period of use, the study treated the building in three

different ways: 1) as an asset with a straight-line deprecia-

tion value; 2) as retaining a salvage value equal to its

construction cost; and 5) as retaining a value equal to its

replacement value. The study indicated that the latter two

approaches were the most realistic and found that in both cases

state ownership is much more cost effective than leasing, (page

In a rebuttal (see Enclosure 1 of the report) to the report's

findings the New Jersey Division of Purchase and Property coun-

tered that construction was not necessarily more economically

advantageous than leasing. The Division Director stated that

ownership requires large dollar outlays which, although cur-

rently available, may not be available in the future. At

page 5 of Enclosure 1, he writes: "Leasing represents a 'pay

as you go' transaction and termination is more convenient.

Management and security become problems with State-owned build-

ings and maintenance is an ever-increasing expense."

Impact on Local Tax Revenues

The new Jersey study included an analysis of the impact of

state ownership of office facilities on local revenues.

In New Jersey, county and municipal governments are not

permitted to levy property taxes on state-owned facilities.

Local police and fire protection, sewer and road maintenance

services are financed primarily by taxing property. Therefore

unless the legislature makes specific provision to compensate

local governments for in-lieu taxes, the services provided to

these facilities are paid for by local property owners. State-

leased facilities keep private property on the tax roles and

still allow use by state agencies. "Yet, an examination reveals

that leasing is an imperfect method for both keeping state

agencies housed and maximizing tsix bases." (page 19)

The study found that taxes on state-leased buildings

and office space bear no consistent relationship to floor

space or to rental income. For exajnple, some cities received
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no property taxes from state-leased facilities because the

land -under the building was city-owned and therefore tax-

exempt. Local taxes are based on such variables as location,

amoiHit of land, age of building, and history of tax appeals.

The report stated that the difference in property tax rates

among local jurisdictions obscured what might be appropriate

repayments for local government services to state-leased

facilities.

In its analysis of state facility ownership impact on

local taxes, the report concluded:

"a comprehensive program to compensate local
governments for services supplied to State facilities
located within their boundaries should be considered
by the Legislature. The establishment of such a
program will guarantee local tax revenues regardless
of whether a State facility is owned or leased and
should encourage local government participation in
the planning of state governmient facilities."
(page 21)

Recommendations

The New Jersey report states that the factors that enter

into the decision to build should include: the likelihood of

the increase in state government, future need of state office

space, debt limitations, site availability, cost of supportive

services, acceptability of design, priorities among capital

improvements, construction costs, interest rates on government

bonds, and calculation of return on capital investments.

The report makes the following recommendations:

1) Leasing is preferable when a program or agency needs
space for a limited time or when continuation of the
program is deemed highly imcertain.

2) Permanent state agency headquarters should be owned.

3) Any agency or program needing space for more than
5 years should be housed in owned space.

WISCONSIN

In response to a request from the Wisconsin Building Com-

mission, the Wisconsin Department of Adiainistration prepared

a report on policy issues regarding location of state office
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facilities. The focus of the 1979 report is on the extent

to which social, economic, environmental, and cultural con-

siderations of urban locations should be considered when

determining where a state facility should be leased or built.

The report discusses briefly the issue of ownership versus

leasing of state facilities but concludes that this issue is

independent of location in most cases, is best treated by an

analysis of direct costs and benefits, and consequently

should be addressed on a case-by-case basis, (page 7)

Prepared and Submitted by,

Dennis W. Bryan
Committee Counsel
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